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ICELAND: KEY ECONOMIC INDICATORS 


Sources: Icelandic National Economic Institute, Central Bank of Iceland, 
Statistical Bureau of Iceland. 


All values are in USS million unless otherwise indicated. 


1984 1985 % Change 


1983 Estimate Forecast 1984-1985 
Exchange Rate US$ = Ikr. 25207 30.97 


INCOME, PRODUCTION, EMPLOYMENT 


— ee 
GNP at Current Prices 2,114.2 2,173.0 2,205.7 
Annual Per Capita GNP, US$ 8,900.0 9,050.0 9,100.0 
Gross Investment 518.5 522.0 508.9 
Industrial Production 

(1980=100) 149 155 - 
Purchasing Power of Disposable 

Income (1980=100) 94 89 90 
Total Fish Catch (1000 MT) 835.0 1,258.0 1,260.0 
Avg.Unemployment Rate (%) 1.0 1.2 1.2 


MONEY AND PRICES 
Money Supply (M2) A/ 480.0 


Cost of Living Index 
% change (annual) 15.0 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange 
Reserves 4 146.6 

Long Term Foreign Debt A/ 1,269.1 

- Public Sector 847.9 

- Financial Institutions 268.5 

- Private Sector 152.7 

Debt Service Burden c/ 20.6 

Total Debt as % of GNP 60.0 

Overall Balance of Payments ~ 5.72 
Balance of Trade 18.6 - 29.1 “17 
Current Account Balance -50.4 =14330 - 95.4 
Exports (f.0.b.) 743.2 742.7 726.6 
US Share (%) 28.34 27.0 30.0 
Imports (c.i.f.) 824.3 FFle7 738.3 
US Share (%) 7.9 7.0 8.0 


Main Imports from U.S. in 1983, millions of US$: Automobiles 2.2; tobacco 
products 8.9; data processing equipment 2.9; telecommunications apparatus 
1.7; other electrical machinery 5.6; other testing equipment 2.2; fruit, 
vegetables rains and cereals 8.5. 


Footnotes: A/ End of year, B/ June 30, 1984, C/ As a percentage of export 
earnings. 





SUMMARY 


The fishing sector has traditionally accounted for some 70 percent of 
Icelandic export earnings. As a result, the health of the Icelandic 
economy depends to a large extent on the fortunes of the fishing 
industry. At the moment the fishing sector is beset with drastically 
lower fish catches -- especially cod -- which continues a three-year 
trend. In addition, the industry is encumbered with a serious over- 
capacity in the fishing fleet, an accumulation of debt, and falling 
prices on the U.S. market. Preliminary reports indicate that an impro- 
vement in climatic conditions and stronger markets could improve 
somewhat next year's prospects. Industry debt and the excessive number 
of fishing trawlers will remain a long-term problem, however. 


For the third straight year the nation's real GNP will contract, but 
this time by 1.2 percent compared with a 5.5 percent decline in 1983. 
Estimates at the start of the year which called for a steeper downturn 
were revised because of the greater than expected performance of the 
manufacturing sector. Consumer spending remains strong despite estima~ 
tes of a decline in purchasing power. The recent freeing of interest 
rates, which are now high in real terms, is expected to put a brake on 
spending. 


For the moment, it would appear that Government policies initiated in 
May 1983 have successfully curbed inflation in Iceland. The year-end 
rate could stand at about 15 percent. Inflation in 1983 was 76 per- 
cent. While the Government hopes to bring inflation down to 10 percent 
in 1985, much will depend on the outcome of wage negotiations currently 
underway. A key tool in helping to keep inflation down is the 
Government's exchange rate policy which calls for the krona to be kept 
within a 5 percent band vis-a-vis a trade weighted basket of curren- 
cies. In August the krona was effectively devalued by 3 percent 
against the dollar. Past pressure on the krona has stemmed from 
demands of the fisheries sector to maintain a dollar price edge in the 
U.S. market. The setting for such pressure remains given stiff com- 


petition in the U.S. from other fishing nations such as Canada and 
Norway. 


Consumer familiarity with U.S. goods and per capita income of about 
$9,000 work to keep Iceland a good prospect for U.S. products. The 
strength of the dollar, however, will make it necessary to focus care- 
fully on those products that offer superior quality. With regard to 
investment, the Government continues to encourage foreign equity 
investment in energy-intensive industries. 





CURRENT ECONOMIC SITUATION 


The Icelandic economy, dependent to a large extent on the fortunes of 
the fishing industry, is going through a period of uncertainty. 

While falling cod catches and other difficulties beset the fisheries 
sector, the performance of manufacturing and other businesses appear 
to be good. It is expected that the country's GNP will contract 

less than had been predicted at the beginning of the year, or by 1.2 
percent instead of 4 percent. The volume of GNP in 1983 declined by 
5.5 percent. Gross National Product in 1984 will total some 67 
billion kronur, or approximately $2.2 billion. Current estimates 
indicate a slight improvement in the national product in 1985, 
assuming no further decline in fish stocks and a moderate decline in 
the importation of goods and services. The per capita GNP of Iceland 
which has a population of 238,175 will have increased to approxima- 
tely $9,000 in 1984 from about $8,900 in 1983. 


At the same time there has been a greater increase in private con- 
sumption than had been expected at the start of the year. While con- 
sumption was to have declined by possibly 5-6 percent compared with 
1983, in fact the year-end figure may be zero. Assuming a con- 
tinuation of the trend, one could expect private consumption to 
increase somewhat in 1985. Public consumption, also expected to 
decline in 1984, will show no change over 1983. These developments 
stand in contrast to a decline in the purchasing power of wage rates 
which in 1984 could be 1-2 percent below what it was during the last 


quarter of 1983. These estimates must remain tenuous, however, given 
the uncertainty surrounding wage talks currently underway. 


INFLATION CURBED 


It would appear that efforts to bring down Iceland's chronic infla- 
tion have succeeded. While inflation was 40-60 percent for years, 
and reached a record high of 130 percent in the spring of 1983, it is 
now expected that the inflation rate in 1984 will be around 15 per- 
cent as opposed to 76 percent in 1983. The Government goal in 1985 
is to bring inflation down to 10 percent. On the assumption of 
unchanged wage contracts and a maintenance of current economic poli- 
cies, the consumer price index could stand at between 10-12 percent 


by the end of the year. The building cost index could end at 10 per- 
cent in 1984. 


The reduction in inflation is due largely to the Government's econo- 
mic stabilization program introduced in May 1983. The measures 
suspended the indexation of wages for 2 years, prohibited the renego- 
tiation of wage contracts until January 31, 1984, called for stronger 
enforcement of price controls, and mitigated some of the negative 
effects of the wage squeeze through transfer payments. Although the 
austerity steps have been vocally opposed by organized labor, so far 
they have been effectively enforced. Price controls on some goods 
were eliminated in March of this year with the aim of free price 
determination eventually becoming the main rule. 
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This policy was reinforced with measures announced in July giving banks 
a freer hand in the setting of interest rates on the basis of their 
assessment of market conditions. While these policies are aimed at 
inducing savings and discouraging demand for credit, demand pressure, 
particularly in the Reykjavik area, remains unabated. While real rates 
of interest on lending and deposits are currently very high, infla- 
tionary expectations are also very high thus counteracting the effects 
of high interest rates. 


EXCHANGE RATE POLICY 


A key anti-inflationary and stabilization policy of the Government and the 
Central Bank is to maintain in 1985 the rate of the krona within a band of 5 
percent vis-a-vis a trade-weighted basket of currencies. The Government's 
goal is to keep inflation down and to put wage negotiators on notice that 
there is no point in agreeing to higher wages than justified by productivity. 
Past pressure on the krona has in large part stemmed from the demands of the 
fisheries sector to maintain a dollar price edge in the U.S. market and 
thereby generate an optimum krona income. 


The krona was devalued by 14 percent in May 1983 and at the end of 
August 1984 it was effectively devalued by 3 percent against the dollar 
following the Central Bank's redefinition of the currency basket and 

the weight of the dollar therein. It was expected that this change 
would prove a fillip to the export of fish products to the U.S. where 
Iceland faces stiff competition from Canadian and Norwegian exports. 
After having depreciated against the dollar by 14.6 percent in 1983, the 


krona in the first six months of this year depreciated by 4.4 percent 
against the dollar. 


PRODUCTION 


Fisheries: The fisheries sector is encountering serious difficulties 
primarily because of a steady fall in the cod catch, the principal money 
earner for the industry. To this must be added higher operating costs, 
an accumulation of debt, serious overcapacity in the fishing fleet, and 
falling prices in the U.S., a market that accounted for 38 percent of 
Iceland's exports of marine products in 1983. Because too many ships 
were competing for a dwindling fish catch, the Government this year 
imposed a quota system whereby each ship was allocated a certain tonnage 
depending upon past performance. 


While marine biologists have not yet presented their assessment for 
1985, there may be reason to be optimistic that climatic conditions in 
and about Icelandic waters could benefit the cod stock. It is expected 
that 1985 will see a continuation of the exploitation of other hereto- 
fore underutilized species such as shrimp. The following is the total 
fish catch over a three year period broken down by main types of fish: 





January~August 
Thousand Metric Tons 1983 1983 1984 


Cod 294 240 210 
Other demersal species 305 220 211 
Capelin 133 0 438 
Other 106 19 25 


Total 838 479 884 


Manufacturing: Utilization in 1984 of the aluminum, ferrosilicon and diato- 
mite plants will be nearly 100 percent and as a result a large increase in 
production in 1985 is not to be expected. The aluminum smelter, owned by 
Swiss Aluminum Ltd. (Alusuisse), plans to produce some 83,000 MT in 1984, a 
9.2 percent increase over production in 1983. The ferrosilicon plant could 
produce 58,000 MT compared to 50,000 MT of production last year. The diato- 
mite factory, partly owned by Manville Corp., is expected to produce 25,000 
MT, the same volume of production as last year. The outlook for other par- 
ticipants in manufacturing, namely woolens, animal skins and clothing and 
fish cannery products, is quite good and could top 17 percent of export pro- 
duction over last year. While heavy industry is expected to account for 2l 
percent of the value of total merchandise exports in 1984, the Government 
would like to increase that figure over the long-term by entering into joint 
ventures with foreign industries requiring large quantities of inexpensive 
electrical power. 


Agriculture: The outlook for the heavily subsidized agricultural sector is 
not good with 20-25 percent overproduction of milk and mutton. Milk produc- 
tion hit 110 million liters in 1983 and could go as high as 117 million 
liters this year because of favorable weather. In 1984 the production of 
mutton is expected to be about 13,000 MT with much of this being sold abroad 
for 25-33 percent of the cost of production. The Government would like to 
phase out agricultural subsidies over the next few years and to direct 
public funds to new branches such as fish farming. 


EMPLOYMENT 


Iceland's labor force of approximately 115,000 persons is highly qualified 
and relatively mobile. The employment situation this year, as in the past, 
will depend to a large extent upon developments in the fishing and fish pro- 
cessing industries. Thus the current contraction in fisheries would point to 
somewhat higher unemployment than last year, or 1.2 percent in 1984 compared 
to 1 percent in 1983. There is virtually no unemployment in the Reykjavik 
area where demand for labor, especially in construction, has been quite high. 





INVESTMENT AND PROFITABILITY OF LEADING INDUSTRIES 


After having declined for two years in a row, estimates indicate that 
investment will climb by 2.8 percent in 1984, primarily because of 
purchases of transportation equipment and machinery. The profitability 
of the fisheries sector varies greatly as to locality and enterprise. 
On the whole, fishing enterprises are said to be operating in the red 
while the circumstances of fish freezing plants are somewhat better. 
Adverse operating ccnditions, the accumulation of debt, falling cod 
catches and the deterioration of fish prices in the U.S. are the main 
factors bearing on profitability. 


As for general merchandise production, excluding marine products, the 
outlook for 1984 is good with the volume of export production 
expected to rise by 18 percent over 1983. Heavy industry profits are 
expected to rise this year due to expanded output and better prices 
generally. Manufacturers serving the domestic market have done con- 
siderably better this year than last. 


PUBLIC SECTOR FINANCES 


Indirect taxes, primarily sales taxes and import duties, are the major 
source of treasury revenue accounting for 80 percent in 1983. The 
outlook for 1984 indicates a trend toward greater balance as compared to 
1983, due in large part to greater than anticipated sales taxes in turn 
generated by greater economic activity than had been foreseen. The 
current account deficit in 1983 was 12.5 percent whereas government 
finances in 1984 will probably operate 2.5 percent in the red. Efforts 
will be made to hold down public consumption in 1985 with the total 
expected to be slightly higher than this year. An effort to cut back on 
public projects and refrain from increasing the number of public 
employees will be carried over into 1985. 


A noteworthy development is the recent announcement that income taxes 
will be reduced significantly with wage earners in the lowest categories 
eventually being free of income taxes altogether. The loss of revenue 
will be made up with higher sales taxes with the possibility of a value- 
added tax being introduced next year. 


FOREIGN TRADE 


The downturn in the development of prices of marine products will bring 
down Iceland's terms of trade to a year end figure of 1.5 percent -- 
expected to have been somewhat higher at the start of the year -- despite 
the slow evolution of import prices and the rise in the rate of the 
dollar. 





The balance of trade will worsen compared to last year and is expected 
to be negative by approximately $113 million or what corresponds to 
about 5 percent of GNP. This compares with a trade deficit of $50.4 
million in 1983, a figure that represents 2.4 percent of GNP. The cause 
of this growth in the deficit lies with higher than expected imports in 
1984. This increase is due in part to a replenishment of stocks, an 
increase in bank credits and a services account that is considerably 
more unfavorable than had been expected. Given assumptions for 1985 of 
only a slight improvement in the fish catch, little if any expansion of 
industrial exports, and perhaps some contraction of commodity imports, 
one could expect a slight improvement in the balance of trade for 1985. 


FOREIGN DEBT 


The Government will aim in 1985 to improve somewhat the foreign debt/GNP 
ratio which is expected to be a little over 60 percent this year. 
External indebtedness at the end of 1983 was 58 percent and in 1982 was 
48 percent. The causes of this growth in indebtedness can be attributed 
to, among other things, the deficit in the goods and services account, 
the rise in the exchange rate of the dollar, the currency in which 
Icelandic foreign debt is largely denominated, and three years of nega- 
tive growth in the GNP. The debt service burden for long-term loans in 
1982 and 1983 stood at about 21 percent of export earnings. The ratio 
is expected to rise to about 23 percent this year. 


IMPLICATIONS FOR U.S. EXPORTERS 


Imports from the U.S. in 1983 totaled some $64.7 million (c.i.f.) or 7.9 
percent of the total imported. Current figures indicate that this year 
could mark the third consecutive decline in imports from the U.S. The 
January to June 1984 total of nearly $28 million compares with a total of 
$33.4 million for the same period in 1983. Icelandic exports to the U.S. 
in 1983 amounted to $219 million. The January to June 1984 total of $90 
million is 15 percent lower than the same period in 1983. 


U.S. source imports have been adversely affected in 1984 by the continuing 
strength of the US dollar, by relatively high transportation costs com- 
pared to those applicable to European-source imports, and by the preferen- 
tial tariffs extended to a large number of European products as a result 
of trade agrements with the European Free Trade Association (EFTA - of 
which Iceland is a member) and the EC. Nevertheless, the long-term 
outlook for U.S. exports remains favorable as Iceland continues to have a 
high per capita income and good long-term prospects for growth. 


Many American goods remain price competitive, especially if of high 
quality, are familiar to the Icelandic consumer and could continue to 
sell well here. American exporters would enhance their competitive posi- 
tion by accepting the need to do business on the modest scale appropriate 
to this tiny but basically prosperous market. Also, if at all possible 
business should be transacted directly from the United States and not 
through representatives or subsidiaries in Europe. The latter practice 
is perceived negatively as demonstrating disregard of Icelandic 
sensitivities, and as increasing costs. Granting favorable credit terms 
to reputable firms is also important. 
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Generally speaking, there exists in Iceland an intangible but very real 
affinity for American products and business and technical know-how that 
can be capitalized upon. The Government's well-publicized desire to ini- 
tiate joint ventures with foreign companies seeking locations for 
industrial production facilities requiring large quantities of inexpen- 
sive electrical power could translate into opportunities worth 
exploiting. 


BEST PROSPECTS FOR U.S. EXPORTERS 


U.S. exports of corn, prepared and homogenized composite foods and 
cigarettes continue to be strong in 1984. Automobile sales appear to be 
headed for the fourth year of decline reflecting customer preference for 
smaller, more fuel-efficient vehicles and because of the strength of the 
dollar. The following raw materials and consumer and industrial goods 
show the most promise: polyester fibers, coal, plywood and similar wood 
products, aluminum plates and sheets, engines and tractors, miscellaneous 
mechanical and electrical (220 volt) machinery, computers, office machi- 
nery, computer software and radio navigational equipment. 





Export Regulation Information 
. .. In Response to Your Inquiry 


Then go to the source for your answers. 
Co nfu sed a bo ut Ex po rt The Export Administration Regulations, a 
- * “ comprehensive guide to the rules control- 
L { cen Sl n o~ ea u } rem e nts 9 ling exports of U.S. products, answers 
g q s your questions on export licensing 
requirements: 
¢ When is an export license necessary? 
e When is it not necessary? 
How do | obtain an export license? 
What policies are followed in consider- 
ing license applications? 
How do | know when the policies 
change? 
Are there restrictions on exports to cer- 
tain countries? 
Are restrictive trade practices and boy- 
cotts prohibited? 
Do | need a license to ship technical data? 
Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your 
subscription to the Export Administra- 
SUBSCRIPTION RATES tion Regulations. 
In the United States $68.00 
To foreign countries $85.00 


All Bulletins sent first class to 
both foreign and domestic ad- 
dresses. Airmail service not 
available. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washingtan, D.C. 20402 
Ge, «(Credit Card Orders Only 


Total charges $______—_—rFFill in the boxes below. 
Credit 


Deposit Account No. ay Gee: Lola ol 
iii sieaiendin 


Graer NO; 2 ye ~— Month/Year Dade 


Enclosed is $___———SC J) check; 
1 money order, or charge to my 





Please send me sets of the U.S. Department of Commerce 
Export Administration Regulations and supplementary Export Adminis- 
tration Bulletins for the publication period beginning October 1, 1984. For Office Use Only 


Quantity Charges 
Name—First, Last z = 





Enclosed 
Cc dditi | add li To be mailed 
ompany name or additional address line Subscriptions 
Street address 
City Zip 
| 





(or Country) 


eee Nh 
PLEASE PRINT OR TYPE 





Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


<4 
we 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


1 Yes! 


Name 
Organization 
Address 
City 


DOC/BAI 
8/84 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 


0 


Staff in Washine 


can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 


below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


mwa MER 


Here’s my check made out to the Super- 
intendent of Documents. 


C] Charge my VISA or MasterCard No. 


LITT TTT tit tit) 


(Signature) 


sa ne: Sere ce tr 














